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OATH OR AFFIRMATION
L Daniel P. Son , swear {or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Penson Financial Services, Inc.

, as
of December 31 L2003 , are true and correct. I further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solelsyauthay, gz‘z;customer except as follows:

\\\ GOWLL

u""

N
Be B :
”Mumm\\“ = Signature
' President
- Title
Notary Public

This report ** contains (check all applicable boxes):
4 (a) Facing Page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
(d) Statement of Changes in Financial Condition.
4 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
[0 (fH) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
¥ (g) Computation of Net Capital.
[d (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
I (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
[0 (5) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
[0 (k) A Reconciliation between the audited and unaudited Statementsof Financial Condition with respect to methods of
consolidation.
X
O
O

(1) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Report of Independent Certified Public Accountants

Stockholders and Board of Directors
Penson Financial Services, Inc.
Dallas, Texas

We have audited the accompanying statement of financial condition of Penson Financial Services, Inc. (the
Company), a wholly owned subsidiary of SAI Holdings, Inc. as of December 31, 2003, and the related
statements of income, stockholder's equity, and cash flows for the year then ended that you are filing
pursuant to Rule 17a-5 under the Securities Exchange Act of 1934, These financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Penson Financial Services, Inc. at December 31, 2003, and the results of its operations and its
cash flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America. :

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedules I, II, and III is presented for purposes of additional analysis
and is not a required part of the basic financial statements, but is supplementary information required by Rule
17a-5 under the Securities Exchange Act of 1934. These schedules are the responsibility of the Company’s
management. Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

gbo Q)i»)x\, (N2

Dallas, Texas
February 20, 2004



Penson Financial Services, Inc.
Statement of Financial Condition

December 31, 2003
Assets:
Cash and cash @QUIVAIEIIES ..........cccceveirierireieresenreeeis et evestesereeseresstesrssasesssssseseesersessnsessasassasesnres § 16,647,984
Cash and securities segregated under federal and other regulations........c...vceveeeevvvncveecennnrcreneas 364,845,968
Receivable from broker-dealers and clearing organizations............occcveeveiorieeneniesinnsensnneeseenene 50,981,836
Receivable from customers and noncustomers,
net of allowance 0f $10,268,010. . . ..o vttt sae e bt st se et et sb e sesnaens 394,661,928
Receivable from COeSpOnAEntS...........ooveereuiieriicierii e ferere et see e 9,810,871
Receivable from PArent.......cc.coiiivieiiei ettt b e sa e ettt ebe e naes 7,419,585
SECUITHES DOTTOWE........ooviieeiiiiiterieects ettt era e s e et et et e e st ebe b e beae st s s bessesssassebesssnsessenstotransesseres 448,889,836
Securities owned, a1 MATKEt VAIUE ..........ccoovevieirirertecteinerere st ert e e eteesstesseersensentase et eseesseseesesssenas 25,965,213
Deposits with Clearing Organizations. ........eoreeeereerreereerreareereerereremsesieseessesesesseosesresmaesseseeressessenennes 55,641,696
Property and equipment, less accumulated depreciation of $12,876,994........ccccovvirennnciceenenn 4,417,743
OHET SSEES...veuieeeeeuerrierereeiernteresres s tsta e resrseeserssre b essss e s ssereass ot s abessashsases s asere shesaeeraesesrassnerrssesenene 2,537.972
TOAL ASSELS . vvovevrvierieeeerreseserteesetesieasseee et sssetsseestasesebesatebessssssesase e ssees et ebesstassesabesasnsnarss e seen e enss et snesne $1.381,820,632
Liabilities and Stockholder’s Equity:
Liabilities:
Payable to customers and DONCUSIOMETS ....c.oveuiiiirireeiciirente et § 873,613,569
Payable tO COMTESPOMACTILS .......ceevetriirieier e raresens e renseseeressesnae st e b bebeseseshessseesresssssseneneebessanes 24,819,298
Payable to broker-dealers and clearing Organizations..........ccoveeveveccrireresseesernnreressereererorseneones 20,508,325
SECUITHIES LOANEA. ......oeiieeeeee ettt ettt s s s s e s st e s s resassteesrrseraastesnseennaessensnsanses 342,353,510
Firm [0ans payable t0 DanKS.........cccovuveeeirinciceieinnsrner ettt n et 32,172,839
Customer 10ans payable t0 DANKS. .........cocceviiiriirreriiesreere sttt nsrer et er e sse e nseseenees 21,225,000
Accounts payable, accrued expenses and other Habilities ........ovevrrreererreseeremescererenieerenereneas 12,326,858
TOtAl HADIHHES 1..veeeieereietieieeeieeisreeet e vt sea et ras e e s s sbee s b et et ress e saesseene SSR——, 1,327,019,399
Commitments and Contingencies
Stockholder’s Equity: :
Common stock, $1 par value, 1,000 shares authorized, issued and outstanding..........c.ccevvcvvreneneee. 1,000
Additional paid-in CAPIAL........c.ccvuiriirrcerre ettt ettt et e e ne 45,509,065
RELAIMNEA CAITIIES ......oovevveiereereseersesas e sensnsaresesssiesasssesessssssessassssssssrsnsssesossnssessnssesnsasasntrcsnsasesessases 9,201,168
Total StOCKNOIAET™S BQUILY .vuveiiiierierescee e ietire st ssre e eee s bt b et s e st s ebe e ns et saen 54,801.233
Total liabilities and StOCKDOIAEI™S EQUILY ..oveverereriirieresieeirereter et nese et es e eeeeestarasseseesesannsssenssnees $1.381,820,632

See accompanying notes to financial statements.

3



Penson Financial Services, Inc.
Statement of Income
Year Ended December 31, 2003

Revenues:
Net revenues from Clearing OPErations ........coccerieresieriinreresreirseresireeestsseesreseessessssstssnssesessnssesses . $42,074,822
IItRIESt ... e bbb r et e et e e sttt e ta b re e st bt s e bat beearentesarrse et e seanneesrees 23,027,540
COMUITIISSIONS ... euveuririeseeseirsissseseeseseseessisesseraeserssessonsesateesesssshensessesssssssssssssenesse stsesessessensensessssessesseses 19,523,542
ONET TEVEIIUE .......eoveteereieeit et srete ettt aaes et st ses s sasassaebeaasassa e ses e eas e s s bab et asestunsrrsressrsesenns 9.188.135
93.814,039
Expenses: .
Employee compensation and benefits ..........cccvvrriimrccmenencen e e 35,410,366
Floor brokerage, exchange, and clearance fees ...t 12,971,038
Depreciation, occupancy and aMOTTHZAHON ........ccoveeirecurireerernrsseseasrereessrniessesesssesessraesesasessssnessess 7,795,198
Communications and data PrOCESSING .......cccvvverrerrrerenireereerenesrereseeaeessesrsessersensssesessessssssessssssessress 6,591,011
IDEETESE ..ottt ettt et s st b s st e s e v s et e e st e ba e s ae st e ts e ne e bt e aeen e et e ae e e ase st ereseabesteenseate e aetenna 5,924,972
OHNET EXPEIISES ...esverertisitaeresestiasesesttenebsb st et bbs b st b or st s bsabsssbsbsh bR LS bbb s SRR bbbt bR bbb 5.931.428
74.624.013
INCOMIE DEIOTE LAXES .. vvivicveeiiiteticti et et ettt vt et b et e s b st e e e s bsss e esesesbasesbeasesaneraateserente 19,190,026
INCOME LAXES ourveeveerevseevree ittt res s s east e e bbb s s bbb e e s e s s e b b st b s ba s s pas st e st e b e bbb baras e snes s 2.585.675
NELINCOMIE .....oerveieerevcvetreereeenacresee s e ae e e et ettt s et et et ae b et $16,604,351

See accompanying notes to financial statements.
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Balance at December 31, 2002
Distribution from parent

Dividends paid

Net income

Balance at December 31, 2003

Penson Financial Services, Inc.

Statement of Stockholder’s Equity

Year Ended December 31, 2003

Additional
Common Paid-in Retained
Stock Capital Earnings Total

$ 1,000 $40,044,931 $ 13,686,817 $ 53,732,748
- 5,464,134 - 5,464,134
- - {21,000,000) (21,000,000)
- - 16,604,351 16,604,351

$ 1,000 $45,509,065 $ 9,291,168 $ 54,801,233

See accompanying notes to financial statements.
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Penson Financial Services, Inc.
Statement of Cash Flows
Year Ended December 31, 2003

Increase (decrease) in cash and cash equivalents

Cash flows from operating activities:

INETINCOME .ovvnieieiieeitee et ete e e et s eteeae e eraeteessestensesassssenseetssstesseentesaestssresssatessenneesaasseonsesaess

Adjustments to reconcile net income to
net cash provided by operating activities:

Depreciation and amOTtZatiON.........covvseseereriersisiseossersssssisiessissssssesssseissesessssssssssssssssrsssssons

Changes in operating assets and liabilities:

Cash and securities segregated under federal and other regulations..........cceceeveerennee

Securities purchased under agreements to resell segregated

under federal and other regulations..........cooverenicneinenencere e
Net receivable from broker-dealers and clearing organizations.............ccecvvveiverresecrennes
Net payable from COMTESPONAENLS .......ccvvrvrierecriereiriarere sttt st e astssets s s s srssans
SECUMIES DOTTOWEL........oveieiee vttt sttt see s sbs et e s eb s as
SECUTILIES OWINEA......cveuireeereric ettt ettt s s saess et se e e st sra e seaean
Deposits with clearing Organizations ..........c.c.ceersceereirensiersuersnesetsieseseresesesesssesesessens
OhET BSSEES .1..cueeeieeererer et ertct ettt ree st re e e re e st orene e s e sn e s e aeesasenecrarnes
Net payable from customers and noncustomers ................. ettt era et e et nnes
Securities [0ANEd.........cvevrriiriiriereieistre sttt st et st er e st et araees
Accounts payable, accrued expenses, and other liabilities..........ccoceerieneorecicieieennen,

Net cash provided by Operating ACHVILIES ......c.uereerivereuisiicerreniii ettt seee st e ses e beenee st neanae

Net cash used in investing activities:

Purchase of property and eqUIPIENL ........cc.ceceererireerecreiece e eteee s aessse st sbesseerasaesessenssesanes

Cash flows from financing activities:

Advances from affilIAte .....occoieerrecies e ettt e e a b er et et
Payment t0 @ffIHALE ......c.coveirirereirrrc ettt et eene e et s
Net borrowing under firm and customer bank 10ans...........ccccoveererieicineiieineserieeere e seerenes
DIVIAENAS PAIA ... vttt ettt bt et a et b bbb et ena st resenn
Net cash used I INVESHING ACHVILES ...v.veucreeirireeseeirirreseecrtrieisiereseraseieseserasresstesesasessesresns e snaeotasssasesesesnasnes

Increase in cash and cash QUIVALEILS........cccuiirveiiiieireensireesre et naser et et st b s st bes st b essresesesessesnas
Cash and cash equivalents at beginning Of YEar.........coceeiviriieeriire et aeas
Cash and cash equivalents at end 0F YEAL........ccecceieeeri et

Supplemental cash flow disclosures:

Interest paid AUNE the YEAT ........cvveuiiiciiici et e
Distribution of SAMCO from parent, net of $520,490 in cash .......ccoecevevvieeeiviee e

See accompanying notes to financial statements.
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$16,604,351

3,266,438
(264,822,813)

244,420,000
(28,949,592)
(1,949,797)
(307,387,436)
253,967
(19,730,092)
(398,198)
240,456,690
157,049,870

(5.376.282)
_33.437.106

(189.889)

20,943,028

(4,583,208)
(26,990,457)
(21.000.000)
(31,630.637)

1,616,580
15.031.404




Penson Financial Services, Inc.
Notes to Financial Statements

NOTE 1- ORGANIZATION AND NATURE OF BUSINESS

Penson Financial Services, Inc. (the Company), a North Carolina corporation, is a broker- dealer registered with the
Securities and Exchange Commission (SEC) and a member of the National Association of Securities Dealers, Inc.
(NASD). The Company is a wholly owned subsidiary of SAI Holdings, Inc. (Parent) which in tumn is a wholly
owned subsidiary of Penson Worldwide, Inc. (PWI).

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Securities Transactions - Proprietary securities transactions are recorded on a trade-date basis as if they had settled.
Profit and loss arising from securities transactions entered into for the account and risk of the Company are recorded
on a trade-date basis and are included in other revenue in the statement of operations. Customer securities
transactions are reported on a settlement- date basis with related commission income and expenses recorded on a
trade-date basis and included in net revenues from clearing operations in the statement of operations.

Amounts receivable and payable for securities transactions that have not reached their contractual settlement date
are recorded net on the statement of financial condition. All such pending transactions settled after December 31,
2003 without material adverse effect on the Company's results of operations and financial condition.

Marketable securities are valued at market value, and securities not readily marketable are valued at fair value as
determined by management.

Securities Lending Activities - Securities borrowed and securities loaned transactions are generally reported as
collateralized financings except where letters of credit or other securities are used as collateral. Securities borrowed
transactions require the Company to deposit cash, letters of credit, or other collateral with the lender. With respect to
securities loaned, the Company receives in the form of cash an amount generally in excess of the market value of
securities loaned. The Company monitors the market value of securities borrowed and loaned on a daily basis, with
additional collateral obtained or refunded as necessary.

Collateral - The Company reports assets it has pledged as collateral in secured borrowings and other arrangements
when the secured party cannot sell or repledge the assets or the Company can substitute collateral or otherwise
redeem it on short notice. The Company generally does not report assets received as collateral in secured lending
and other arrangements because the debtor typically has the right to redeem the collateral on short notice.

Income Tax - The Company utilizes FASB Statement No. 109, Accounting for Income Taxes, to account for income
taxes. Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes using enacted
tax rates in effect for the year in which the differences are expected to reverse. Deferred tax assets are recognized
and measured based on the likelihood of realization of the related future tax benefit. The Company is included in
the consolidated federal and state tax returns filed by PWI. The Company calculated its income tax expense on a
stand-alone basis, at the maximum federal rate of 35% plus an estimated provision for state taxes.

Property and Equipment - Property and equipment are stated at cost and consist primarily of purchased software of
$8,910,019 and furniture and equipment of $8,384,718. Depreciation and amortization is generally provided on a
straight-line basis using estimated useful lives of three to five years.




Penson Financial Services, Inc.
Notes to Financial Statements

Cash Equivalents - The Company considers cash equivalents to be highly liquid investments with original maturities
at time of purchase of less than 90 days that are not held for sale in the ordinary course of business.

Fair Value of Financial Instruments - The financial instruments of the Company are reported on the statement of
financial condition at market or fair values, or at carrying amounts that approximate fair values because of the short
maturity of the instruments.

Allowance for Doubtful Accounts - The Company maintains an allowance for doubtful accounts that represents
amounts, in the judgment of management, necessary to adequately absorb losses from and inherent nsks in
outstanding receivables from customers and correspondents. Provisions made to this allowance are charged to
operations based on anticipated recoverability. The allowance at December 31, 2003 was approximately
$12,708,000.

Purchased Software - The Company expenses or capitalizes, as appropriate, purchased software in accordance with
the Statement of Financial Accounting Standards No. 86, "Accounting for the Cost of Computer Software to be
Sold, Leased or Otherwise Marketed." All qualifying costs of developing or obtaining internal-use software incurred
during the application development stage are capitalized. Costs incurred during the preliminary project stage, post-
implementation stage and operation stage are expensed as incurred. Capitalized costs are amortized over the
expected service life of the related software, generally three years, and are included in property and equipment on
the statement of financial condition. The Company assesses the recoverability of these costs by determining whether
the amortization of the capitalized costs over the remaining life of the projects can be recovered through
undiscounted future operating cash flows. As of December 31, 2003, the Company had unamortized computer
software costs of $1,911,975 and amortization of capitalized software totaled $1,666,043 for the year ended
December 31, 2003.

Use of Estimates - The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could differ from those estimates.

NOTE 3- ACQUISITION

On January 31, 2003, PWI acquired all of the outstanding common stock of SAMCO Holdings, Inc. On February3,
2003, all of the common stock of SAMCO Capital Markets (SAMCO), an introducing broker-dealer wholly owned
by SAMCO Holdings, Inc., was distributed to the Company and subsequently merged into a single member limited
liability company owned by the Company. The operations, assets and certain liabilities of SAMCO were transferred
to the Company and the limited liability company was distributed to PWI. Book value of SAMCO was
approximately $5,464,000 at that date.

NOTE 4- SEGREGATED ASSETS

Cash and securities segregated under federal and other regulations totaled $364,845,968. Of this amount,
$362,112,899 was segregated for the benefit of customers under Rule 15¢3-3 of the Securities and Exchange
Commission, against a requirement of $357,206,548. The remaining balance of $2,733,069 relates to the
Company’s election to compute a reserve requirement for Proprietary Accounts of Introducing Broker-Dealers
(PAIB) calculation, as defined. The PAIB calculation is completed in order for each correspondent firm that uses
the Company as its clearing broker-dealer to classify its assets held by the Company as allowable assets in the
correspondent’s net capital calculation. At December 31, 2003, the Company had a PAIB reserve requirement of
approximately $2,465,713.




Penson Financial Services, Inc.
Notes to Financial Statements

NOTE 5 - RECEIVABLE FROM AND PAYABLE TO BROKER-DEALERS AND CLEARING
ORGANIZATIONS

Amounts receivable from and payable to broker-dealers and clearing organizations at December 31, 2003, consist of
the following:

Receivable Payable

Securities failed-to-deliver/receive ...ouniiiiemveiiciciieees e $ 14,401,979 $ 12,761,604
Receivable from/payable to clearing

OTZANIZATIONS ...vevevreeriireerererenseecteeserreessaesseseesrereanseasssens 36,579,857 7,746,721

$ 50,981,836 §$ 20,508,325

NOTE 6 - RECEIVABLE FROM CUSTOMERS AND NONCUSTOMERS

Accounts receivable from and accounts payable to customers and noncustomers include amounts due on cash and
margin transactions. Securities owned by customers are held as collateral for margin loans made to customers Such
collateral is not reflected on the statement of financial condition.

NOTE 7 - SECURITIES OWNED

Securities owned consist of equity investments made in publicly traded equities, government securities as well as
investments in certificates of deposit, each with an original maturity of greater than 90 days as follows:

Market

Value

Federal, state and muniCiPal........cccoeeeiiiineerneiierice oot e ese e b e ssesr e sbeasene et eanres $ 17,798,593
Certificate Of AEPOSIE ...ciciieiiieirieee et ie et eear e e e e stb e tbearraesssestaeeaebesanssenaneernes 5,604,554
COTPOTALE ...ocuteiiereie e eteetresre e e e ae et secemeeraresatesesssesmressaeseresebensaeseeseeoreesseatseamasonseabesenen 2,562,066
TOtAL ettt ee e e et e b et et b e bt st e eae e bttt et e en b et e entate et b ernrenseanseres 3 25,965,213

Private equity securities are those securities (a) for which there is no market on a securities exchange or no
independent publicly quoted market, (b) that cannot be publicly offered or sold unless registration has been effected
under the Securities Act of 1933, or (c) that cannot be offered or sold because of other arrangements, restrictions, or
conditions applicable to securities or to the Company. At December 31, 2003, the Company had $183,270 of
private equity securities which are included in other assets in the statement of financial condition.




Penson Financial Services, Inc.
Notes to Financial Statements

NOTE 8 - PAYABLE TO BANKS

As of December 31, 2003, the Company's short-term bank loans consist of four lines of credit. Three of the lines of
credit permit the Company to borrow in aggregate up to $75,000,000. The fourth line of credit have no stated
borrowing capacity. These lines of credit have no stated expiration dates.

The Company had a total of $53,397,839 outstanding at December 31, 2003, under its four existing lines of credit
recorded in loans payable to banks and customer loans payable to banks in the statement of financial condition.
Borrowings under these agreements bear interest at a rate that varies with the federal funds rate, which approximated
1.0% at December 31,2003. They are generally secured by customers' securities on margin and noncustomer
securities, and are repayable on demand. Total amount of collateral held at December 31, 2003 was approximately
$94,638,000.

NOTE 9 - INCOME TAXES )

The current tax expense and deferred income taxes consisted of the following as of December 31, 2003:

Current tax expense:

) =T (53 ;1 S TP UT TR OPRTSRRTRURRTRORO $ 2,242,746
SEALE ...oeeeieee et e e et et be et e bt e st e r e s b s ante st e e s bernaeeraeeeneaneeres 573,016
TOta] CUITENE EXPEIISE. ... irurerrririieriieteaetensrestessrertee s ereeerersenresseestansearsesnseastersanassssaseessenses 2,815,762

Deferred expense (benefit):

FOAOral...coooeeiiicee ettt et et s a e et e eat e nsaenrannean 8,011
SHALE ..ottt s (238,098)
Total deferred DEnefit......ccoveeiveiii et e s e (230,087)
TOtal tAX EXPEMSE ....vvvrviisirsrissirertse sttt bbb bbb $ 2,585,675

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for income tax purposes.

Deferred income taxes consisted of the following:

Deferred tax liability:

Property and eqQUIPIMENL........ccceviiieieiriieiieececrr et et s $ (420,368)
Deferred tax asset:

Bad debt TESEIVE ..c.uveivirre et ceeee ettt rrete e e rae e eba e s e e e e e svsaeseennsessanaenes 4,447,860

Prepaid @SSELS .uouerieieiieiiereee e eetteste e s ae e ettt s ne e e esbe st e re et easbessneesneneranrrens 30,057
Total deferred tAX ASSEES .....oiiviviiieeieietiereeet ettt ettt e et ee ettt eae e re e e s aesae e e s resaaes 4477917
Total deferred taX ASSEt, MEL.....ccouiiveieeiieii ittt ettt s s st et seests e s e se s saseaeesareens $ 4,057,549

The Company is inciuded in the consolidated federal and state tax returns filed by PWI. Therefore, the deferred tax
“asset is included in due from affiliate as of December 31, 2003. No valuation allowance at December 31, 2003 is
necessary to reduce the deferred tax asset as it will more likely than not be realized by PWL
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Penson Financial Services, Inc.
Notes to Financial Statements

NOTE 10 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

In the normal course of business, the Company purchases and sells securities as both principal and agent. If another
party to the transaction fails to fulfill its contractual obligation, the Company may incur a loss if the market value of
the security is different from the contract amount of the transaction.

The Company deposits customers' margin securities with lending institutions as coliateral for borrowings. If a
lending institution does not return a security, the Company may be obligated to purchase the security in order to
return it to the customer. In such circumstances, the Company may incur a loss equal to the amount by which the
market value of the security exceeds the value of the loan from the institution.

In the event a customer or broker fails to satisfy its obligations, the Company may be required to purchase or sell
financial instruments at prevailing market prices to fulfill the customer's or broker's obligations. The Company seeks
to control the risks associated with its customer or broker activities by requiring customers and brokers to maintain
margin collateral in compliance with various regulatory and internal guidelines. The Company monitors required
margin levels daily and, pursuant to such guidelines, requires customers.or brokers to deposit additional collateral or
to reduce positions when necessary.

Securities purchased under agreements to resell are collateralized by U.S. Government or U.S. Government-
guaranteed securities. The Company generally has such securities deposited in an account designated for the
exclusive benefit of the Company's customers. Such transactions may expose the Company to off-balance-sheet risk
in the event such borrowers do not repay the loans and the value of collateral held is less than that of the underlying
contract amount. These agreements provide the Company with the right to maintain the relationship between market
value of the collateral and the contract amount of the receivable. At December 31, 2003, the Company holds
approximately $29,630,000 in U.S. Treasuries as collateral, which guarantees performance by the counterparties
with regard to the reverse repurchase agreements.

The Company's policy is to continually monitor its market exposure and counterparty risk. The Company does not
anticipate nonperformance by counterparties and maintains a policy of reviewing the credit standing of all parties,
including customers, with which it conducts business.

For customers introduced on a fully disclosed basis by other broker-dealers, the Company has the contractual right
of recovery from such introducing broker-dealers in the event of nonperformance by the customer. In the event the
customer or introducing broker does not perform, the Company is at risk of loss.

The Company is a market maker for certain public corporations, primarily regional banks. The Company selects
companies in which it makes a market based on a review of the current market activity and also to facilitate trading
activity of its own clients. Market making activities may result in concentrations of securities, which may expose
the Company to additional off-balance sheet risk.

NOTE 11 - TRANSACTIONS WITH RELATED PARTIES
At December 31, 2003, the Company had a receivable of $7,419,585 from SAI for payments made by the Company

on behalf of SAT to support the operations of SAI and its affiliated companies. The balance is non-interest bearing
and has no fixed terms of repayment. :
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Penson Financial Services, Inc.
Notes to Financial Statements

NOTE 12 - PROFIT SHARING PLAN

The Company sponsors a defined contribution 401(k) profit sharing plan (the Plan) that covers substantially all
employees. Under the Plan, the Company may make a discretionary contribution determined by the Board of
Directors. All employees are eligible to participate in the Plan, based on meeting certain age and term of
employment requirements. During 2003, the Company contributed $538,449 to the Plan.

NOTE 13 - COMMITMENTS AND CONTINGENCIES

The Company leases furniture and equipment under a capital lease and leases office space and certain other furniture
and equipment under operating leases. For the year ended December 31, 2003, total rent expense was $3,143,464.
Minimum noncancelable lease payments required under operating leases for the years subsequent to December 31,
2003, are as follows:

Amount

200G ..o eeee e te et e r e ests et e n e et e et en e esse kb e b e s et st b st et e R b et e s b e e s s are s b e nnsa b aanres $ 2,580,677
2005 et ettt e e e b e e et e A b e e e sttt bt eaas e et Reeaae et beeasae e tbs sersseanresarenneeanneen 1,863,126
2000 ... i ceeiceieeree et ee e et e e e e e e s e e bbb e rrre s ke s e e es e esbeekbe R e e bese b beerhbeneseneareenseareeanens 1,490,589
2007 e e et e et et b e e ste e et sabesRbe Ry e be e s Rt anteeae e s sereennaenees 1,503,706
2008 and therCafter . ...ccoe ettt st s et rte e stb e s e aae e s tbeeare e sabenrseeane s 1,484,644
Ottt ettt r bbb r e ra R e e be b eb e e et e be R e e s e bsere et be b eenabserebrareataes $ 8,922,742

The Company is named in various legal matters arising in the ordinary course of business. Management does not
believe the resolutions of these matters will have a material impact on the Company's financial condition.

NOTE 14 - TRANSACTIONS WITH MAJOR CUSTOMERS

For the year ended December 31, 2003, one correspondent accounted for approximately 12% of the Company's total
revenues.

NOTE 15 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC Rule 15¢3-1),
which requires the maintenance of minimum net capital. The Company has elected to use the alternative method,
permitted by Rule 15¢3-1, which requires that the Company maintain minimum net capital, as defined, equal to the
greater of $250,000 or 2% of aggregate debit balances, as defined in the SEC's Reserve Requirement Rule (Rule
15¢3-3). At December 31, 2003, the Company had net capital of $38,427,714 and was $26,085,199 in excess of its
required net capital of $12,342,515. As a clearing broker-dealer, the Company has elected to compute a reserve
requirement for Proprietary Accounts of Introducing Broker-Dealers (PAIB Calculation), as defined. The PAIB
calculation is completed in order for each correspondent firm that uses the Company as its clearing broker-dealer to
classify its assets held by the Company as allowable assets in the correspondent's net capital calculation. At
December 31, 2003, the Company had a reserve requirement of approximately $2,465,713 as a result of the PAIB
calculation. At December 31, 2003, the Company had a reserve deposit of $2,733,069 in cash. A deposit was made
on January 2, 2004 for $5,000,000 to supplement the reserve.

12
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Penson Financial Services, Inc.
Schedule I -Computation of Net Capital Under Rule 15¢3-1 of the Securities and Exchange Commission

December 31, 2003
Net Capital:
SOCKNOIALTS BQUILY ..voveeveerecicerietcirtractcteteceetcvsessseecraevesssssaaseseresseessasesssavssssasasessrssscasssssarissinsessisas $54,801,233
Deductions and/or charges:
Nonallewable assets:
Receivable from PArent ..........cveeriiieieeirreeceireeisiee e seseses et ssasss st ss e sesstessaesasssatesessnasersanin 7,419,585
Partly secured and unsecured CUSIOMET ACCOUMLS.......coveveururrerrereeereetetrneeneesersrareeseectsnsansesesen 1,533,794
Furniture and eqUIPIENE, NEL .....c..ceeieuireeiieeiereetsierereseerressisseressstsenseseessseaesssesesnsssesesesssseses 4,417,743
OHHET SSELS...ecvveveeriricietreriereessrerereseeseesssbere e eseebesseseeseabesbatsebesbessessesssssesnntoassbessessennssbesssnsssensins 792,651
Other deductions and/Or CHATZES.......vvveecvieririrerireterirteerter et es s rasstesesssressesaessssessssesansesesenes 998.746
Net capital before haircuts on securities positions (tentative net capital)..........cceevievvvevececieereveiienens 39,638.714
Haircuts on securities:
U.S. Government OBLIZAHOMNS . ......cccevvrrireecrererrirtcseesersrerescrtetress et ssesesesara s esesenssansesessesesesmsansesaens (450,000)
MUTUCIPAIS 1.ttt st se e sastes st s sesrtsesae et seassesassasseassessssansasssessasentsansssens {250,000)
Certificate OF AEPOSILS ...vccvveeiirereereerereese et b v st aas v b st e e s esssae et essasessasessebensasetessasas (146,000)
COrPOrate ODLIZATIONS ........oeeiirieieireeeireeeeeeesteasse e sssete s sssesansessssesessrsensssensaseseasosessensassssessssesases (50,000)
StOCKS AN WAITANLS.........ecereririreivecsitisereresesiserae st et ess et e ersssassassbessssrsasssessnsressesssasessnsssasassansnenes (315.000)
Total NAILCULS ON SECUTITLIES .....couvrrerereieeernissescatetireseat et eartesessesessassesansssersesessssassassssasesessesessaseserersnes (1.211,000)
INEE CAPILAL ...ttt et sttt et b et s sk s et e e st st b et ene $38.427,714

Computation of Alternative Net Capital Requirement:
Minimum dollar net capital requirement of reporting broker-dealer..........c.oceecovevneiereenniecnrirnens $_ 250,000

2% of aggregate debit items as shown in formula for reserve requirements
pursuant t0 RULE 15C3-3 ...ttt ettt b et be bbbt et ba st s aens 12,342,515

Net capital requirement (greater of above two minimum requirement aMoUnNts) ...........cveeecerevereens _12.342 515

EXCESS TEL CAPIAL ..v.vvvveveeerieriisi st tsiss s et et en sttt b s ss s b s ss s st et n s maeb s snssoes $26,085,199

Net capital in excess of 5% of combined aggregate debit items.......ccoecvirrererrrenrecrererensisnecieenees $ 7,571,426

Statement Pursuant to Rule 17a-5(d)(4)

A reconciliation of the Company’s computation of net capital as reported was not prepared as there are no material
differences between the Company’s computatlon of net capital included in its unaudited Form X-17A-5 Part II and-
the computation contained herein.
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Penson Financial Services, Inc.

Schedule IT - Computation for Determination of Reserve Requirements Under Rule 15¢3-3

Credit Balances:

Free credit balances and other credit balances in customers’ security accounts
Monies borrowed collateralized by securities carried for the accounts of customers

Monies payable against customers’ securities loaned

of the Securities and Exchange Commission
December 31, 2003

Customers’ securities failed to receive (including credit balances in

continuous net settlement accounts)

Credit balances in firm accounts that are attributable to principal sales to CUStOMErs .........c.vevveeee

Market value of securities that are in transfer in excess of 40 calendar
days and have not been confirmed to be in transfer by the transfer

agent or the issuer

Total credit items

15

$692,019,758
21,225,000

233,332,168

7,494,845

1,746,544




Penson Financial Services, Inc.
Schedule IT — Computation for Determination of Reserve Requirements Under Rule 15¢3-3
of the Securities and Exchange Commission
December 31, 2003

Debit Balances:
Debit balances in customers’ cash and margin accounts, excluding
unsecured accounts and accounts doubtful of collection, net of -
deductions pursuant to RUIE 1563-3...ccuiiiieirriiciririsieisre et sse s b ases e ssesa et ssesneses $360,034,295

Securities borrowed to effectuate short sales by customers and securities
borrowed to make delivery on customers’ securities failed to deliver........ccccoovvveeieccccniinnnae 182,001,727

Failed to deliver of customers’ securities not older than 30 calendar
days (including debit balances in continuous net settlement accounts) ........cceevevvenieiiiniiiiennes 22,620,758

Margin required and on deposit with Options Clearing Corporation for

all option contracts written or purchased in CUSIOMEr ACCOUMLS......cvvereeeereererimrerriereessesienrenriene 52468971
GITOSS AEDILS ..ottt bbbt ae et eseens b ek esaetsebensebeesesassbinenssbeneebasannasoranes 617,125,751
LeSS 3 PETCENE CHATZE ....cueuririeiee ettt ettt e ee e st e s s et b ekt cn et ates (18,513,772)
Total debit IEBMS......oovvueeereeereiecieeer et seiee e seeaseens ettt R r et es e $598,611,979
Reserve computation in excess of total credits over total debit items .........cceeemirrrenencnenerreine $357,206,548

Reserve Requirement:

Amount held in special reserve account at December 31, 2003 ......cccovcviivieireene oo $362,112,899
REGUITEA AEPOSIE 1.vvuvveveiereecereinisseectsetss s esee s ree st st eras et sase s eses et o s aneae e cseressannens 3 -
Additional amount deposited in special reserve account at January 5, 2004 .........ccccoveenviiniininenen $ 33,000,000

Statement Pursuant to Rule 17a-5(d)(4)

A reconciliation of the Company’s computation for determination of reserve requirement as reported was not
prepared as there are no material differences between the Company’s computation for determination of reserve
requirement included in its unaudited Form X-17A-5 Part Il and the computation contained herein.
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1)

2)

Penson Financial Services, Inc.
Schedule ITI — Information Relating to Possession or Control Requirements Under Rule 15¢3-3
of the Securities and Exchange Commission
December 31, 2003

Customers’ fully paid and excess margin securities not in the
respondent’s possession or control as of the report date (for
which instructions to reduce possession or control had been
issued as of the report date but for which the required action
was not taken by respondent within the time frame specified

Customers’ fully paid securities and excess margin securities

for which instructions to reduce to possession or control had

not been issued as of the report date, excluding items arising

from “temporary lags which result from normal business

operations” as permitted under Rule 15€3-3) . .cciiiiiiiieeecneiecrcers e $
B)  NUIMDET OF TLEINIS 1.vovvierisrtcee e esiene ettt ee st ese st s vste e ereseseaessastasaesetssnsabesbasersssesassranes
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2 BDO Seidman, LLP 700 N. Pearl, Suite 2000
2 O Accountants and Consultants Dallas, Texas 75201-2867
P o 0 Telephone: (214) 969-7007

Fax: {214) 953-0722

Independent Certified Public Accountants’ Report on Internal Control Required by
Securities Exchange Commission Rule 17a-5

Stockholders and Board of Directors
Penson Financial Services, Inc.
Dallas, Texas

In planning and performing our audit of the financial statements of Penson Financial Services, Inc. (the
Company) (a wholly owned subsidiary of SAI Holdings, Inc.) for the year ended December 31, 2003, we
considered its internal control, including control activities for safeguarding securities, in order to determine
our auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company, including tests of compliance with such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g), in the
following:

(1) Making the periodic computations of aggregate debits and net capital under Rule 17a-3(a)(11) and
the reserve required by Rule 15¢3-3(e)

(2) Making the quarterly securities examinations, counts, verifications and comparisons, and the
recordation of differences required by Rule 17a-13

(3) Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System

(4) Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits and related costs of controls, and of
the practices and procedures referred to in the preceding paragraph, and to assess whether those practices and
procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the objectives of
internal control and the practices and procedures are to provide management with reasonable but not absolute
assurance that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with management's
authorization and recorded properly to permit the preparation of financial statements in conformity with
accounting principles generally accepted in the United States.

Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control or the practices and procedures referred to above, error or
fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is subject to
the risk that they may become inadequate because of changes in conditions or that the effectiveness of their
design and operation may deteriorate. Our consideration of internal control would not necessarily disclose
all matters in internal control that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the design or operation
of the specific internal control components does not reduce to a relatively low level the risk that errors or
fraud in amounts that would be material in relation to the financial statements being audited may occur and
not be detected within a timely period by employees in the normal course of performing their assigned
functions. However, we noted no matters involving internal control, including control activities for
safeguarding securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and our study, we believe that the Company's practices and procedures were adequate
at December 31, 2003, to meet the SEC's objectives.

This report is intended solely for the information use of the Board of Directors, management, the SEC, the
National Association of Securities Dealers, Inc., and other regulatory agencies that rely on Rule 17a-5(g)
under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not
intended to be and should not be used by anyone other than these specified parties.

Bo e, £LF

Dallas, Texas
February 20, 2004
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